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Who we are

The Auditor General, the Accounts Commission and Audit Scotland work together
to deliver public audit in Scotland:

e The Auditor General is an independent crown appointment, made on the
recommendation of the Scottish Parliament, to audit the Scottish
Government, NHS and other bodies and report to Parliament on their
financial health and performance.

e The Accounts Commission is an independent public body appointed by
Scottish ministers to hold local government to account. The Controller of
Audit is an independent post established by statute, with powers to report
directly to the Commission on the audit of local government.

e Audit Scotland is governed by a board, consisting of the Auditor General,
the chair of the Accounts Commission, a hon-executive board chair, and
two non-executive members appointed by the Scottish Commission for
Public Audit, a commission of the Scottish Parliament.
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About us

Our vision is to be a world-class audit organisation that improves the use of public
money.

Through our work for the Auditor General and the Accounts Commission, we
provide independent assurance to the people of Scotland that public money is
spent properly and provides value. We aim to achieve this by:

e carrying out relevant and timely audits of the way the public sector manages
and spends money

e reporting our findings and conclusions in public

¢ identifying risks, making clear and relevant recommendations.
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Introduction

Purpose

1.

Audit Scotland promotes high quality financial reporting in Scottish public bodies.
Audit Scotland’s Professional Support carries out reviews of annual accounts to
identify and share examples of good practice reporting and highlight areas where
enhancements can be made.

This Good Practice Note shares the findings from a review of the Management
Commentaries included within the 2018/19 annual accounts of Scotland’s 32
councils. It is intended to act as a catalyst for councils to enhance their own
Management Commentaries.

Context

3.

Management Commentaries are intended to assist users of the financial statements
to understand them and the council generally. They provide context for the financial
statements, an analysis of past performance, and an insight into the priorities of the
council and the strategies adopted to achieve its objectives.

Management Commentaries were chosen for a good practice review because
narrative reporting generally has an increased profile with rising stakeholder
expectations. Management Commentaries have been produced for several years
which should have allowed ample time for good practice to develop.

The good practice review was carried out by a team in Professional Support with
knowledge of the relevant financial reporting framework. However, the team does
not have a detailed understanding of each council’s particular circumstances or the
specific underlying transactions.

Councils are encouraged to use the findings in this report to assess and enhance
their own Management Commentaries to ensure they provide high quality
information to stakeholders.

Statutory requirements

7.

8.

Councils should
use this Good
Practice Note to
assess and
enhance their
Management
Commentaries

The examples
presented in this
note are all
unaltered from
Management
Commentaries in
councils’ 2018/19
annual accounts

Regulation 8(2) of The Local Authority Accounts (Scotland) Regulations 2014 requires the annual
accounts to include a Management Commentary prepared in accordance with statutory guidance.
Finance Circular 5/2015 provides statutory guidance and requires a Management Commentary to

include the following:

A fair review of the council’s business, which should be a balanced and comprehensive analysis of:

— the development and performance of the business during the financial year

— the position of the council’s business at the end of the year, consistent with its size and complexity.

A description of the principal risks and uncertainties facing the council.

Financial key performance indicators, as well as any non-financial performance indicators that the

council considers relevant.

The main trends and factors likely to affect the future development, performance and position of the

council’s business.

A description of the council’s strategy and business model.

References to, and additional explanations of, amounts included in the council’s financial statements.

Finance Circular 7/2016 contains a requirement to direct users to the Annual Strategy and Annual

Report on capital investment, treasury management, and loans fund liabilities.



The 2018/19 Management Commentary of each council was also considered
by the appointed external auditor with a view to expressing opinions on
whether it was consistent with the financial statements and included the
above content required by the statutory guidance. As there were no qualified
opinions, there is reasonable assurance that the auditors judged that
minimum disclosure requirements were met. However, it should not be
inferred that there is no scope for councils to improve the quality of their
Management Commentaries.
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Unqualified audit
opinions do not
mean there is no
scope for improving
the quality of

Management
Characteristics of a high quality Management Commentary Commentaries
10. Beyond basic compliance with requirements, there are a number of
characteristics of financial reporting which Professional Support believes
make for a high quality Management Commentary. These are summarised in
Exhibit 1:
Exhibit 1
A single story These
Characteristics of How the council has performed Charg‘CtGL'ISt'CS
a high quality What worries senior management? ?hrgseasgedog
Management Consistency - USEE bY
Commentary Cut the clutt the Financial
u . e clutter Reporting
Clarity Council adapted
Summarise for the public
Explain change sector context
11. The remainder of this Good Practice Note is structured around these characteristics. It discusses and

highlights good practice in relation to each one illustrated, where possible, with examples taken from
councils’ 2018/19 Management Commentaries. The note also includes points for councils to consider in

striving to achieve good practice.

Contact points

12.
[ ]

The contact points in Professional Support for this Good Practice Note are:
Paul O’Brien, Senior Manager — pobrien@audit-scotland.gov.uk

Neil Cameron, Manager — ncameron@audit-scotland.gov.uk.


mailto:pobrien@audit-scotland.gov.uk
mailto:ncameron@audit-scotland.gov.uk
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Section 1

A single story

The narrative in the Management Commentary should be consistent with the information in
the financial statements; significant points in the financial statements should be explained
in the Management Commentary so that there are no hidden surprises

Linkages with financial statements

13. The Management Commentary should highlight and explain linkages between information in the
Management Commentary and the financial statements. Linkages are relationships or
interdependencies between facts and circumstances disclosed. It follows that the Management
Commentary should not be prepared in isolation from the financial statements.

14. Exhibit 2 illustrates an explanation of the linkages between the various financial statements:

Exhibit 2

Revenue - General Fund

The Council's financial performance is presented in the Comprehensive Income and Expenditure Statement,
which can be seen on page 20. This statement has been prepared using International Financial Reporting
Standards. To show the net position of the Council, it is necessary to adjust the Comprehensive Income and
Expenditure Statement for statutory items that require to be taken into account in determining the position on the
General Fund and Housing Revenue Account for the year. These are summarised in the Movement in Reserves
Statement (page 17).

An Expenditure and Funding Analysis has been provided to reconcile adjustments between the Council's financial
performance under the funding position and the surplus on the Provision of Services in the Comprehensive
Income and Expenditure Statement. The Expenditure and Funding Analysis can be found in Note 2 and the
Expenditure and Income Analysed by Nature in Note 3.

15. Exhibit 3 provides an example of the Management Commentary comparing net expenditure in the
Comprehensive Income and Expenditure Statement (CIES) with budgeted amounts:

Exhibit 3

Fig.2 Comprehensive Income and Expenditure Statement

Net Spend Net Budget Variance
£m £m £m
Strategic Policy, Transformation & Public Sector Reform
Directorate 0.600 0.634 0.034
Strategic Policy & Economy 2.106 2.410 0.304
Governance & Change 1.173 1.318 0.145 .
~Internal Audif 0287 0310 0.023 ThlS example
- Risk, Resilience & Safety 0.328 0.321 (0.007) . 3
People
P recioeis S ——rr) also highlights
- Schools & Learning 114.201 117.932 3.731 .
Chidren, Families & Justice 19.943 20.118 0.175 variances .......
Human Resources, Digital Enablement, IT & Business
Support 4.613 5.148 0.535
Place
- Directorate & Business Support 1.020 0.892 (0.128)
Services to Communities 7.276 7.182 (0.094)
Communities 23.674 23.946 0.272
Infrastructure Services 21.718 21.725 0.007
Finance & Legal 7.172 7.512 0.340
Other Services 12.571 13.083 0.512
Facilities Management 2.702 3.394 0.692
Corporate Items (3.406) 2.430 5.836
Tayside Valuation Joint Board 0.720 0.720 0.000
General Fund Net Expenditure 217.290 229.500 12.310

The Council spent £217.290 million during 2018/19 and achieved the following and much more:

«  We registered 898 births and we are corporate parents of 2465 children an d |i n ks
= We feach 15,158 children every day, taking 3,000 of them to and from 5% schools and feeding 7,380 of them at .

kchime expenditure to
= We engage young people in over 40 youth work projects, with over 400 young people aftending Friday Night f

Projects per Orl I Iance

« 341 young people achieved Duke of Edinburgh Awards

« We have helped 86 adult learners to achieve a qualification
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16. Exhibit 4 provides a helpful explanation of linkages between the CIES, Expenditure and Funding

Analysis, and budget management reports:

Exhibit 4

Telling the Story

The Comprehensive Income and Expenditure Statement (CIES) on page 29 sets out the Council's funding and
spending in accordance with accounting requirements which is different to the way that we report performance
internally. The Expenditure and Funding Analysis (EFA) on page 25 provides a link between the East Ayrshire
Performs budget management reports and the figures in the CIES. The reconciliation below will assist users
of the Accounts to navigate from the East Ayrshire Performs year end management report through to the first
column of the EFA on page 25 and to the CIES on page 29.

EFA

East Ayrshire Performs Building the EFA € aluann 3
[P, [r— et o
nonat[esmana] vinco Jeascariin vt il i) s
S BCET TR TN vl Eevsrorl B P
2018/19 grsss | Senices saneces | EFA Segment b aiancas
£m £m Em Em £m
Educsbion 97,220 5485 - 0356 | Educaon 90355
Fnerce and ICT 848 - 7818| Firence and ICT 7818
Pianning and Econormic Div slopment 585 4166 | Planring and Economic Development 418
Poiicy Planning and Performance Division 1.305 1233 ]_ Ecoromy and Skils Other S 1685
Cenral Mgt Support Economy and Skills 1413 0452
Housing and Communiies 16004 15.867 Housing and Communifes 15.867
Ay rshine Roads Alliance 075 TEG6 | Ayrshire Roads Alance 7B
Facikiies and Property Maregement %309 26330 | Faciifies and Propeny Menegement %3M
Human Resources 1.938 1.846 | Humean Resowces 1.846

The arrow
highlights that
budget reports
are the starting
point in the
Expenditure and
Funding
Analysis

Consistent narrative

17.

18.

The CIES shows the surplus or deficit on the provision of services prepared in accordance with proper
accounting practices. Most councils tend to focus in the Management Commentary on the movement
on the General Fund during the year which is different to the surplus/deficit in the CIES because of
various statutory adjustments. That focus may be because the council has identified that users are

more interested in the impact on the General Fund.

However, references to, for example, a surplus in the Management Commentary when the CIES is
showing a deficit may be confusing to users. In order to avoid confusion, councils should clearly explain
that they are referring to the position on the General Fund and set out the reasons why they consider

that to be a more appropriate measure.

Holistic picture

19.

20.

A high quality Management Commentary provides stakeholders with a holistic
and meaningful picture of a council’s business model, strategy, development,
performance, position and future plans.

The statutory guidance sets out a list of discrete disclosure requirements which
could be met in a series of independent sections in a Management Commentary.
It is often the case, however, that there are linkages between the requirements
that, if highlighted and explained, will provide users with a greater insight. The
aim is to promote a cohesive narrative flow and enable related information to be
linked together.

Use of cross-referencing

21.

22.

It is often helpful to group together similar or related disclosures in the annual
accounts, as this will help reduce duplication and enable linkages to be
highlighted and explained in one place. Information which the statutory guidance
requires to be included in the Management Commentary may be included
elsewhere in the annual accounts. However, where that is the case, a cross
reference from the Management Commentary must be included to satisfy the
requirements. Cross-referencing must be clear and specific.

Exhibit 5 provides an example of cross-referencing to information on risks set
out in the Annual Governance Statement:

The Management
Commentary
structure should
allow a cohesive
and clear
narrative

Cross-references
must be included
where required
information is
presented
elsewhere Iin the
annual accounts




8

Exhibit 5

Principal Risks and Uncertainties

Along with the challenge of financial resilience, the council also faces a number of non-
financial risks impacting on communities including; welfare reform, unknown terms of EU
withdrawal, inability to respond to changing demographics and the pace and scale of
organisational change and delivery of services.

Risks have also been identified in relation to the internal workforce including; health and
safety non-compliance and IT system failure. These risks are set out within the Annual
Governance Statement along with progress and areas for improvement.

23. Cross-referencing is different to signposting which involves linking to complemen

tary information

usually outside the annual accounts. Signposted information does not meet the requirements of the

statutory guidance as the Management Commentary should be able to stand on
appropriate use of signposting to reduce clutter is discussed in Section 5.

Explaining the financial statements

its own. The

24. Information in the Management Commentary should provide context to the financial statements. It
should provide additional explanations of amounts recognised, and explain the conditions and events

that shaped the information contained therein.

25. Councils should aim to provide sufficient explanations in the Management Commentary so that there is

no need in most cases for users to have to refer to the financial statements.

26. Exhibit 6 provides a helpful and engaging summary of the Balance Sheet:

Exhibit 6

(g) TheBalance Sheet

The diagram below summarises the Council's Balance Sheet as at 31 March 2019, with comparative information
provided for last financial year. The Balance Sheet brings together assets and liabilities, year end balances, money
owed to and by the Council and resenes. More information on the balance sheet is provided on page 37.

NET CURRENT LIABILITIES
(Short Term Borrowing,
Creditors, Debtors, Cash)
(£84.am)

LONG TERM LIABILITIES
(Including Pension Fund)

This presentation
is helpful in
understanding
the Balance
Sheet and also
engages users

(£496.8m)

LONG TERM ASSETS UNUSEABLE
(Property and Long Term RESERVES
Investments) £349.0M
£983.7m

NET CURRENT LIABILITIES
(short Term Borrowing,

NET ASSETS £402.5m TOTAL RESERVES £402.5M “ﬂdifﬂf[ss ﬂémlﬂ. Cash)
[£83.9m

USEABLE
£59.0M

LONG TERM LIABILITIES
(Including Pension Fund)
(£385.2m)

LONG TERM ASSETS UNUSEABLE
(Property and Long Term RESERVES
Investments) £490.7M
£1,018.8m

NET ASSETS £549.7m TOTAL RESERVES £549.7M

The Balance Sheet on page 37 summarises the Assets and Liabilities and shows a net worth of £402.5m. This is a
reduction from last year due to a lower value of Assets of £34.4m and an increase in Liabilities of £112.8m. The main
changes to the Council's Balance Sheet are explained below.

27. Explanations were often provided in the Management Commentary in respect of
expenditure and movements in reserves. Exhibit 7 provides an example of an ex
expenditure and linkages to slippage in capital programmes:

items such as capital
planation of capital
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Exhibit 7

(b) General Fund Capital Programme 2018/19

In 2018/19 the final Council budget for capital investment was £45.7m (2017/18 budget £37.8m) with 67.2% of
this being delivered. It should be noted that the 2018/19 General Fund Capital Programme is part of a three
year plan and as such it is expected that there will be movement in spend across the years. Projects not
delivered in 2018/19 will be completed in forthcoming financial years. The diagrams below identify the key
projects and how these were funded. Further details are provided at Note 24.

General Fund Capital Expenditure £30.7m  General Fund Capital Resources £30.7m

School Improvements Contributions
£6.766m
Planning &

Economic Dev
£1.933m

28. However, explanations are also helpful in respect of complex matters such as statutory adjustments.

Summary of issues identified and points to consider

Issues identified in our review of whether the Management
Commentary helped to tell a single story:

Most councils did not explain linkages between information in the
Management Commentary and the financial statements

It was often not clear that references in the Management
Commentary to a surplus related to the General Fund balance
rather than to the CIES

Explanations of items in the financial statements were often
absent particularly on complex matters

There was limited use of effective cross-referencing

Points to consider when considering whether the Management
Commentary helps to tell a single story:

Stand back and consider whether the Management
Commentary helps to tell a fair, balanced and
understandable story

Make sure the Management Commentary helpfully
explains the financial statements

Structure the Management Commentary in a way that
allows a coherent and clear narrative

Avoid using a checklist approach which can lead to
duplication and a disjointed narrative



http://www.google.co.uk/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=2ahUKEwidu_2S0u3fAhUBWhoKHdD2BlIQjRx6BAgBEAU&url=http://manninglive.com/2018/09/11/avoid-downed-power-lines-after-storm/&psig=AOvVaw0SrRsut5b4IkuXIoMZoqPV&ust=1547567965443227
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Section 2

How the council has performed

The Management Commentary should give a clear and balanced account which includes
an explanation of the body’s strategy, objectives and business model and the salient
features of its performance and position.

Strategy, objectives and business model

29. A council’s strategy, objectives, and business model are inter-related concepts. The following table
provides a suggested working definition of these key terms:

Term Meaning Comments
Strategy Overall plan of action designed by the The description should provide insight
council, possibly with its partners, to into a council’s development,
achieve the objectives performance, position and future plans
Objectives The council’s primary goals Objectives place the strategy in context

and allows stakeholders to make an
assessment of its appropriateness

Business model  What the council does and why This should explain the services provided
and the reasons for them, as well as how
the council is structured

30. Exhibit 8 provides an example of a council explaining how it will deliver its strategy:

Exhibit 8

Delivering the Strategy

Inverclyde Council has an established framework in place that
integrates strategic planning with performance management to
ensure the effective delivery of corporate and service outcomes.
The main aspects of the framework are illustrated in the diagram on
the right.

— W
The Scottish Government publishes a set of “National Outcomes” | i R } m
for public services and engages with each local authority to reach placeaniios

agreement on local outcomes and measures which are set out in
the LOIP 2017/22.

Inverclyde Council's Corporate Statement sets out the key outcomes the Council is committed to delivering with its Partners.
Services demonstrate how their own activities link to the Council's vision and priorities through their Corporate Directorate
Improvement Plans (CDIP). Consultation on the future vision and activities of the Council is undertaken through the
Council's Citizens' Panel and through specific consultations.
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31. Exhibit 9 shows an example that links the strategic outcomes to operational plans:

Exhibit 9
COMMUNITY LONG-TERM
PLAN OUTCOMES
WHAT WE WILL
ACHIEVE
CORPORATE FOUR-YEAR
PLAN OUTCOMES
DIRECTORATE
PLANS
SERVICE
PLANS
SHORTER
WHAT WE *
WILL DO TERM
TEAM
PLANS

INDIVIDUAL
STAFF
WORK PLANS

This table was helpfully
supported by narrative
explaining the content of
each plan

32. Exhibit 10 provides an example that links strategic outcomes to performance and council spending:

Exhibit 10

Strategic outcome 3 - East Renfrewshire is a thriving,
attractive and sustainable place for businesses and residents

Our City Deal projects funded from the £44m investment secured
in 2015 are progressing well. Greenlaw Business Centre in
MNewton Meams opened in June this year. Over £11m is being
invested in housebuilding over the next five year. The Council has
set a target of building 200 houses by 2025, we are on track with
41 houses built this year with new tenants moving in during 2019.
Our recycling rates are top in Scotland (67%), we have met our
street cleanliness target and exceeded our target on the number
of businesses supported by our Business Gateway Services. We
have invested in our parks and greenspaces with additional
resources used to improve facilities at Cowan Park in Barrhead
and Meilston’s Kingston Playing fields.

Supporting narrative
provides further detail
on the council’s
strategy and plans

Insight into priorities

33. The Management Commentary is required to provide insight into a council’s priorities. One way of doing
that is to set out the context within which a council determines its priorities. To be most useful, this

34.

should be specific to the council area.

Exhibit 11 provides an example of a helpful summary of a council’s view of the strengths in its area

along with the specific challenges it faces:
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Exhibit 11

More people are Ivnng longer, Shetland has
Shetland's healthier lives - a high
communities expedancy md employment rate
{ i are generally Gﬂg"ﬂ and generally
in land higher eamings

strong, active

and supportive - @re better
we have the highest rate of than the
both social enterprise start- Scottish
up and volunteering in average

Scotland

Challenges

People want to be
more involved in the
decisions that affect
them - 41% want to
be more involved in
decision making and
only 27% feel

they can influence
decisions
affecting their
local area

The Cost of Living

Shetland has some
Issues around alcohol
- the proportion of
people who drink

1o a potentially
harmiul level is
higher in

Shetland

than elsewhere

in Scotland

in some of our more
remote communities
is even higher than
the Shetland
average

covemoe

m the oovefage ot
llbfo bfoadmnd

- very lew people are
registered as unemployed and
the median income for
Shetland is higher than the
Scottish average

Residents would
find this information
particularly helpful
as it is specific to
the area

Shetland has an The Cost of Living is

Increasing among the highest in

ol older people the UK - almost half the

compared to households in Shetland
do not eamn enough

andtha " N

happening well, even

faster than with higher

in most of the than average

rest of Scotland incomes

Some areas have

(O) a higher proportion
of lower income
households than
others

Business performance and position

35.

The Management Commentary is required to provide a balanced and comprehensive analysis of the

development and performance of the council’s business during the year, and the position at the year end.

36.
should address the positiv

The analysis should report on how successful the council has been in achieving its desired outcomes. It

e and negative aspects of the development, performance, position and future

plans of the council openly and without bias. The council should seek to ensure that stakeholders are
not misled as a result of the presentation of, or emphasis given to, information in the Management
Commentary, or by the omission of material information from it.

37.
performance:

Exhibit 12 provides an example of linking objectives to outcomes, with a balanced assessment of

Exhibit 12

Support a strong, sustainable, diverse
and successful economy

91.88% of commercial
& industrial properties
occupied

43 Businesses
supported with loans
or grants

jobs created or
feguarded by
iness Scheme

Our Outcomes

= An economy that en:
and existing s and our

ndustries to thrive

mployment in areas
of traditional rurality reducing
need to travel long distances

to get to work

= Vibrant town centres that are
evolving to enable living

= A protected natural and well

maintained built ronment

* An area with res ce to
economic and geopolitical
changes and decarbonisation

Q& ®3 A 4
9| ,s'lmo =) f[L;gT:l 8| 9 | s',mliol..- f[L:TTd]a
sl o | e 4 1) 3l I ) T e |lis 2] o

The maijority of actions are progressing well with lhe exception of ‘No of Jobs created/safeguarded: it is
difficult to always hit the target of 90 jobs with a budget (caused by inflation
erosion and actual cuts). In addition, grants are awardod to those businesses that app'y and not those that
may have the potential for the largest jobs D y of the Priorities
and actions continue and the success of these can be | indicators;
a range of initiatives have been delivered or are ln the plpellne for delivery in the near future in support of the
City Deal. Two have been in and

1t additional boon in support of actions in Ihe regeneration
strategy covaring the towns of Ban" Maoduﬂ Fraserburgh and Peterhead. The performance of the
ins strong and the service successfully delivered
mninmr\ance programmes for the Hafbom's and Landscape Services during the year. There were some

available for 2015119 but participation levels fell in the previous year. The Swuish Government's Planning
Review slowly but the Planning (Scotland) Bill was passed in June the year so the focus now
switches to development of secondary legisiation to enable the processes to work in practice.




38. Exhibit 13 shows an example of a table which helpfully summarises, for each of the council’s priorities,
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past performance, performance during the year and future actions:

Exhibit 13

Political

Priority Area

Progress to 2018/19

Progress in 2018/19

Planned Action
2019/20 onwards

Provide quality
transport
services within

The Shetland Transport Strategy was
refreshed over the course of the second
half of 2017 and the first half of 2018.

Change; and Change Management.

Development of the
supporting draft delivery
plan and performance

The supporting
draft delivery plan
'was approved by

Shetland, and |The process adopted an extensive indicators. the Zetland

push for engagement process, which identified six Transport
improvements |main issues that the refreshed strategy Partnership in

in services to |should address: Lifeline Transport; April 2019.

and from Transport Robustness; Community The performance
Shetland. Support; Integration Support; Behavioural indicators are due

to be reported late
2019.

Increase the

Over the two years from April 2016 to

In 2018/19 62 new houses

Strategic Housing

Broadband Delivery UK project.

between public sector

supply of March 2018, 183 new houses were built |were built (46 private Investment Plan
affordable (118 private housing and 65 social housing and 16 social 2019/20 - 2023/24
housing in housing}). housing). to build 316 new
Shetland. affordable homes
in the next five
years.
Improve high- |The Council has assisted staff in the The Council was awarded |The delivery of
speed Scottish Government who are preparing [£1.91m from the UK R100 to begin in
broadband the Reaching 100% (R 100) project. Government’'s Department |2019.
and mobile R100 should enable more settlements in |of Digital, Culture, Media Work on the full
connections Shetland to access high-speed and Sport (DCMS) to fund a |fibre broadband
throughout broadband including some of the hard-to- [network of full fibre connections
Shetland. reach places not included in the previous (broadband connections expected to start

in late 2019 with

premises across Yell and project

Unst. completion
expected mid
2020.

The corporate plan and progress report can be found on the Council’s website:

http://'www.shetland.gov.uk/documents/OurPlan2016-20final. pdf
http://www.shetland.gov.uk/our-plan-progress-report.asp

Inclusion of key performance indicators

39.

40.

41.

42.

43.

44,

The Management Commentary is required to include an analysis using key performance indicators
(KPls). These are the measures used by the council in determining how well the council is performing
against its objectives and strategy. It is important that the disclosures provide an analysis of the KPIs
and not just a list without comment. It should be clear to stakeholders how well the council is performing
against its KPI targets.

The KPIs used in the analysis should be those that the council judges to be most effective in assessing
progress against objectives or strategy, monitoring principal risks, or are otherwise utilised to measure
the development, performance or position of the council.

Councils generally use the key financial ratios recommended by the CIPFA Directors of Finance Section
as their financial KPlIs. These cover aspects of performance applicable to all councils (on uncommitted
reserve balances, council tax, financial management, and borrowing) which allows comparisons.
However, it is likely that users would also find helpful the inclusion of local financial KPIs that measure
performance against specific council objectives.

The Accounts Commission requires councils to report information on their performance in improving
local public services, and progress against agreed outcomes. Councils are required to report on
information drawn from the Local Government Benchmarking Framework (LGBF) in particular. This
information is published on council websites rather than within the annual accounts.

However, the Management Commentary is also required to include relevant non-financial KPIs. A
selection of the indicators reported elsewhere that are most important to each council should therefore
be included in the Management Commentary. While signposting to the full suite of indicators is helpful,
simply including a hyperlink without also including some analysis is not sufficient to meet the
requirements of the statutory guidance.

Exhibit 14 provides an example of reporting a selection of LGBF KPIs, while including a hyperlink to the
other indicators:



14|

Exhibit 14

The Local Government Benchmarking Framework (LGBF) provides a range of indicators that show how
the Shetland Islands Council is performing over time and against other local authorities. The following
table contains information on how the Council has performed. More data can be explored online at the
LGBF website at: hitp://www.improvementservice.org.uk/benchmarking/explore-the-data. htmil

Directorate 016 i 8| % ange 3 prove

Children's Services

Cost per secondary school pupil £10,996 | £10,985 -0.10% |Annual National Improvement

Cost per primary school pupil £7,927 | £7,656 -3.42%|Framework Plans will continue to set

Cost per pre-school pupil £5,669 | £5,607 -1.09% |out how the Council intends to close

Average tariff score 1,041 990 -4.90% |the poverty related attainment gap;

Teacher sickness absence 512 7.30 42.58% |A recently revised Mental Health

(working days) Policy to ensure absences are being
managed in the most effective way.

45. Exhibit 15 provides two further examples of using KPIs to provide a balanced analysis of service

performance which focus on changes from the previous year:

Exhibit 15

Local and National Statutory Performance Indicators 2017/18

The latest year’s Statutory Performance Indicators (SPI's) for 2017/18 demonstrate improved
performance on the year. This is a positive report of improving performance overall with 78% of SPI's
either improving by more than 5% or performance was maintained. This compares to 76% for the year
before.

Community Services « Education School Exclusion

rates (per 1,000 pupils)
increased from 20.4 to 22.7

Indicators that

have shown a « Waste The net cost of waste

collection decreased from

change of: £78.27 to £62.82 per premise Children's Services The
S BRI average number of Looked
i « ‘StrestLighting The cost of After Children accommodated
Care and Learning electricity per street lighting unit

. : <5 by the Council outwith
«+ Libraries Number of visits per decreased from £39.32 to £34.99 Highland increased from 27 to

1,000 population increased « Parks and Open Spaces The net 34

from 13,110 t0 15,160 cost per 1,000 population

« Children's Services The decreased from £8,583 to £7,535 Community Services
pe{centage (?f Lgoked i Development and Infrastructure * Street Lighting Street light
Children in kinship care failures completed within 7
increased from 17.7% to + Planning The cost per planning  days decreased from 91% to
19.5% application has decreased from 69%

«  Culture and Leisure The £3,684 to £2,672 « Housing The homelessness

number of customers of High  * Business The number of case duration increased from

businesses supported by the

Life Higland increased from : ; . 37 to 44 weeks
67mto7.5m Council and its Business
Gateway service increased from Development and Infrastructure
Corporate Resources 1,061 to 1,191 P

« Planning The average time
per planning application
increased from 10.2 weeks to
11.4 weeks

« Business The number of
Business Gateway start-ups

« Business Total direct spend Indicators that
with Highland small and have shown a
medium sized enterprises
increased from 33.7% to 40.9% change of:

« Rates The cost of collection

Care and Learning

per chargeable property 5
decreased from £20.29 to «+ Education Children from (per 10,000 population)
£17.87 deprived backgrounds decreased from 12.1to 11.0

receiving 5+ awards at SCQF
Level 6 decreased from 11% to
9%

This example
focuses on KPIs
with the biggest
changes in
performance
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OUR PERFORMANCE DURING 2018-19 APRIL 2018 to MARCH 2019

SCHOOL ATTENDANCE SCHOOL EXCLUSIONS LOOKED AFTER CHILDREN

PRIMARY SCHOOLS ' ' PRIMARY SCHOOLS AGED 12+ ‘

95-30/0 of pupils attended their 29 exclusions from primary school 700/0 of looked after children

primary school school (avg. of mthly (aged 12+] in a community family

attendance) based placement (end of Mar-19)

Down from 95.4% in 17/18 Down from 49in 17/18 Down from 71% at end of 17/18

SCHOOL ATTENDANCE SCHOOL EXCLUSIONS LOOKED AFTER CHILDREN

SECONDARY SCHOOLS ' ' SECONDARY SCHOOLS ALL AGES ‘
0, .

91 .20/0 of pupils attended 236 exclusions from secondary 84/0 of looked after children (all

their secondary school (avg. of mthly school ages) in a community family based

attendance) placement (end of Mar-19)

Up from 91.1%in 17/18 Upfrom 166in 17/18 In line with 84% at end of 17/18

46. Sufficient additional information that enables stakeholders to understand each KPI used in the
Management Commentary is helpful. For example, users may benefit from the following information
being explained for each KPI:

its definition and calculation method

its purpose

the source of underlying data

any significant assumptions made.

Trends and factors

47. The Management Commentary is required to include the main trends and factors likely to affect the
future development, performance or position of the business. Trends and factors may:

e arise as a result of the external environment in which the council operates. The
Management Commentary should cover significant features of the external
environment (e.g. the legal, regulatory, macro-economic and social environment) Trends and

and how those influence the business. factors may be
e arise from internal sources. The discussion of internal trends and factors will vary internal or
according to each council’s local circumstances but could, for example, include external

changes in workforce numbers or the benefits expected from capital investment.

e have affected the council in the year under review or may give rise to opportunities
or risks that may affect its future plans.

48. The Management Commentary should set out the council’s analysis of the potential effect of the trends
or factors identified on its development, performance, position or future plans.

49. Exhibit 16 provides an example that demonstrates how a council’s workforce has changed over recent
years:
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Exhibit 16

The chart below demonstrates how the Comhairle’s workforce has changed in recent years:

2,000
1,800
1,600
1,400
1,200
1,000
800
600
400
200

% FTE (part time)
B FTE (full time)

March  March March March March March
2014 2015 2016 2017 2018 2019

Future Workforce Plans form part of the Comhairle’s Forward Strategy.

50. Where practicable and relevant, the trend or factor should be quantified and the source of the evidence
underpinning it identified. Exhibit 17 provides two examples to illustrate this:

Exhibit 17

Financial Planning

The Council has been required to make significant budget savings for a number of years in order to ensure that
it responds to continued funding reductions, rising cost pressures and complies with its statutory requirement to
set a balanced budget whilst meeting the needs of local residents. A total of £132.430m budget savings have
been achieved in the past six years.

Savings Achieved
140.000
120.000

100.000

20.000
60.000
40.000
= g ull o I8 ml m

2013/14 2014715 2015/16 2016/17 2017718 2018/19

W Savings £m W Cumulative

For 2018/19, Services have achieved total savings of £15.586m against the approved target of £20.017m (78%)
with the shortfall of £4.431m also fully achieved through alternative savings and management action. Of the total
shortfall, £3.236m of the original approved savings are in place for achievement in 2019/20 with altemative
savings/plans in place to achieve the small remaining balance of £1.195m during 2019/20.

2019-20 Budget Strategy

A three year financial outlook covering the period 2019-20 to 2021-22 was kept up to date during the
financial year and presented to Members at the Policy and Resources Committee in May, August,
October and December 2018. Exhibit 10 shows range of scenarios based on the report presented to
the Policy and Resources Committee on 13 December 2018.

Exhibit 10: Budget Gap 2019-20 to 2021-22 as at 13 December 2018

£millions

40.0
35.0
30.0
25.0
20.0
15.0
10.0

50

0.0
2019-20 2020-21 2021-22

Best Case

Mid Range ——— Worst Case
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51. Given the influence that trends and factors might have on many aspects of the council’'s development,
performance, position or future plans, the linkage of this type of information to other areas of the
Management Commentary and the annual accounts more broadly will be particularly important.

Summary of issues identified and points to consider

Issues identified in our review of whether the Management

Commentary explained how the council performed:

Most councils did not describe the strategy, objectives and
business model effectively

Councils often tended to focus on the positive aspects of their
performance rather than giving a balanced analysis

Some councils merely included a link to a website for KPIs without
providing an analysis

Most councils did not identify or discuss any trends

Some councils did not provide explanations for budget variances

Most councils did not report progress against agreed savings

There was often a focus on the process for strategic planning
rather than the actual outcomes

Points to consider when explaining how the council performed:

Describe linkages between the strategy, objectives,
business model and outcomes

Provide a balanced analysis of how successfully the
council has performed

Identify and include financial and non-financial KPIs in
the analysis of performance

Include the main trends and factors likely to affect the
future development, performance or position of the
council’s business

Report progress against agreed savings

Place KPlIs in context, for example, by including a target
and comparative information, trends or benchmarking
details

Explicitly and clearly state what a KPI says about the
council’s performance
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Section 3

What worries senior management?

The risks and uncertainties described in the Management Commentary should genuinely
be the principal risks and uncertainties that concern the council’s senior management. The
descriptions should be sufficiently specific that the reader can understand why they are
important to the council. The report should also describe the mitigating actions taken by
the council to manage the impact of its principal risks and uncertainties. The links to
accounting estimates and judgements should be clear.

Number of risks and uncertainties

53. The Management Commentary should include a description of the principal risks and uncertainties
facing the council. The risks and uncertainties described should be limited to those considered by
senior management to be important to the development, performance, position or future plans of the
council. They should generally be matters that senior management regularly monitor and discuss
because of their likelihood or the magnitude of their potential effect on the council.

54. Councils should consider the full range of business risks, including both those that are financial in
nature and those that are related to service delivery. Principal risks should be disclosed and described
irrespective of how they are classified or whether they result from external factors over which the
council may have little or no direct control.

55. The review identified a significant variation in the number of risks reported. Exhibit 18 provides a
summary of the number of risks disclosed by each council:

Exhibit 18
9 .
3 9 councils
7 disclosed more
6 .
. than 4 risks
4
3
2
1 I
: 1 I
>0 v ot ?<C >>00Cc 00X 0U>T OUC >009vVVovvoowo S
2 s S & WE OO & o oo L Ew £ o T L ST QL 5oL s c 0 i ;
u_c°°3Sﬁé’gu.c_cgsfu-u:_%zgs.c_ccE.C%C.C_CZ_C-C 3 councils did not
»w S O o o o = = S B T R B B B 1 B BV R v
S c <5 < =3¢ s co =2l 2L S0 S5S X s 20w x2 cO
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56. Professional Support suggests that councils should generally expect to disclose three or four risks. More
than four, and councils should consider whether they are genuinely all principal risks. Fewer than three,
and councils should consider whether they have omitted a principal risk.
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57. Exhibit 19 classifies the total number of risks across all councils into broad subject areas, and shows the
number of councils disclosing each classification:

Exhibit 19

Risk areas disclosed

B Financial sustainability 26

B Demographic change 18

H Political change (eg brexit) 17

B Workforce pressures 17

M Legislative change /welfare 12

M Integration joint board and other partners 8

B Asset management / capital investment 6

H Information security 4

B Other (including legal claims, public

protection and fraud) 7

Specific descriptions

58. Arisk or uncertainty may be unique to the council, a matter that is relevant to the sector, or something
that applies to the business environment more generally. In all cases, the descriptions of the principal
risks and uncertainties should be specific so that stakeholders can understand why they are important
to the council. This might include a description of the likelihood of the risk, an indication of the
circumstances under which the risk might be most relevant to the council and its possible effects.

59. Exhibit 20 provides an example of a concise description of a principal risk facing a council:

Exhibit 20

Figure 7 shows the range of scenarios that the Comhairle considered when setting its budget in February 2019. The key

sensitivities that are likely to have a material impact are pay awards, inflation and levels of government grant.

shows that the implementation of the Service Redesign is essential to bring the Comhairle to a balanced budget at the

end of its term in office.

Figure 7: Comhairle Budget Projections 2020-30

£30m

£25m

£20m

£15m

£10m

£5m

£0m

Projected Savings 2020-30

2020/21 2021/22 2022/23 2023f24 2024725 2025/26 2026/27 2027/28 2028/29 2029/30

N Lower estimates

Upper estimates

M Projected redesign savings

M Use of Balances

£30m

£25m

£20m

£15m

£10m

£5m

£0m

This shows
sensitivity
analysis around
projected savings
considered when
setting the
budget
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60. Where the risk or uncertainty is more generic, the description should make clear how it might affect the
council specifically.

61. Exhibit 21 provides two examples of generic risks:

Exhibit 21

Health and Social Care - Increased demand for services and associated demographic changes results

in significant financial pressures which, when compounded by historic funding arrangements and Generic risks
traditional service models, creates a significant risk that the Council fails to implement and/or deliver

appropriate health and social care arrangements, as required by the Edinburgh Integration Joint Board. should be made

specific
The implications of Brexit for the Council in terms of potential changes to procurement,
data protection, planning, environmental legislation, employment law and grant funding
have been assessed and contingency plans are being kept under review as new
information is made available. The Council’s strategic risk register includes analysis of the
potential impact on the Council from the triggering of Article 50, and the Corporate
Management Team reviews the position at each of its meetings.

Mitigating actions

62. An explanation of how the council manages or mitigates the principal risks and uncertainties should
also be included to enable stakeholders to assess the impact going forward.

63. Exhibit 22 provides an example of a specific risk and the related mitigating actions:

Exhibit 22

Key Risks and Uncertainties

The Council maintains a Corporate Risk register and reports progress on a quarterly basis to the Policy &
Resources Committee. The latest report was presented on 13 May 2019 and can be found here:
http://www.shetland.gov.uk/coins/submissiondocuments.asp?submissionid=24037

The following table highlights the key risks and uncertainties, and mitigating actions:

Infrastructure Maintenance Mitigating actions

The Council invested heavily in The current Asset Investment Plan focuses on the maintenance of
infrastructure at the time when the oil |existing assets in order to prolong their useful economic lives.
industry was taking off. This This should mitigate against the risk of immediate failure. In order
infrastructure was funded from to address the longer - term replacement of assets, a Borrowing
income generated from the oil Policy was approved by Council on 11 December 2013. Other
industry. That infrastructure is now  |measures in place include: MTFP, budget monitoring and scrutiny,
ageing and will need to be replaced, [clear and robust roles and responsibilities for managers and
however, the financial situation is now|financial procedures and regulations.

tighter which will mean that it will be
challenging to finance this.

64. The disclosure of risk management or mitigation might be enhanced with the discussion of the reporting
and monitoring process, for example, through disclosures that explain:

e the council’s appetite for risk
e how often the risk is reviewed

e by whom the risk is reviewed.

65. Risk management and mitigation could also be linked to a council’s overall approach to risk
management and internal control included in the Annual Governance Statement.

66. Exhibit 23 provides an example of a table that summarises identified risks, the potential impact and the
mitigations in place:
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Exhibit 23

=P
» External change

Child and Adult Protection

Resources
Financial contraints

=
=4

External factors out with
the Council's control
may adversely impact on
ability to fulfil objectives
and deliver services

Requirement to
re-allocate resources,
fallure to deliver services
to an acceptable level or
drive desired
improvements.
Restrictions on budget

reputational damage

-Horizon scanning
-Watching brief on
national environment
-Business Continuity
plans
-Civil Emergency
Response plans
-Dissemination of

COSLA/Cipfa information

-Council reserves

Council and HSCP fall
to provide adequate
protection of children and
adults

Accident, incident or
crime resulting in harm
or abuse to child or adult
Legal prosecution/civil
litigation
Reputational damage
Finandial impact of any
prosecution or caims

Govemance by Adult
Officers Group, Multi
Agency Public Protection
arrangements, Adult
Protection and Child

Protection Committees.
-Pan Ayrshire training
-Management guidelines,
protocois and paperwork
-Initial response team
-Ayrshire wide Social
Work response team
-Internal and multi-agency
audits and file review.
-Adult Protection Practice
Review Group

Current, planned or
expected levels of service
cannot be delivered due to

Government funding

reductions

Fallure to deliver key
services or meel change in
service demands

-Annual budget setting
aligned with priorities
-Medium term financial

plan in place
-Level of reserves sufficient
In the medium term
-Participation in COSLA
groups
-High level of Member
awareness

Future focus

67. The Management Commentary should describe how the principal risks might affect the council’s future
plans. Information on how a fact or circumstance might affect the council should be included when it is

material.

68. Exhibit 24 provides an example:

Exhibit 24

Following allegations last financial year of procurement imegularities regarding around £2.1
million (including VAT) of highway spending spread over six years a financial analysis of
transactions has indicated a loss of £0.512 million to the Council (excluding investigatory
and other costs) compared to it having carried out the work in house. The Council has
commenced steps to seek to recover the loss.

Accounting estimates and judgements

69. There are likely to be linkages between the financial risks reported and the accounting estimates and
judgements disclosed in the notes to the financial statements.

70. It is helpful to users if these linkages are highlighted and, where relevant, discussed.
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Summary of issues identified and points to consider

Issues identified in our review of whether the Management

Commentary explained what worried the senior management:

Some councils did not disclose any risks and uncertainties

Most councils did not set out any mitigating actions

Few councils described how the principal risks might affect the
council’s future plans

Most councils did not highlight linkages with accounting estimates
and judgements disclosed in the notes to the financial statements

Points to consider when explaining what worries the senior
management:

Make sure it is genuinely the principal risks and
uncertainties that are disclosed. Generally, expect to
report three or four risks

Explain the actions being taken to manage or mitigate
the principal risks and uncertainties

Describe how the principal risks might affect the
council’s future plans

Highlight linkages to accounting estimates and
judgements
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Section 4

Consistency

Figures referred to in the Management Commentary should be consistent with, or clearly
reconciled to, the equivalent amounts in the financial statements with any differences
clearly explained.

Consistency with Expenditure and Funding Analysis

71.

Reconciliation

The net expenditure presented in the CIES reports a council’s audited financial performance for the
year. However, councils generally referred to budget outturn information rather than to the CIES when
they were explaining financial performance in the Management Commentary. Where that is the case, it
is expected that the budget outturn information should agree to the first column in the audited
Expenditure and Funding Analysis (as illustrated at Exhibit 4). This will then automatically reconcile the
budget outturn information to financial performance in the audited CIES.

72. Where there are differences between budget outturn information and the Expenditure and Funding
Analysis, a reconciliation is important so that users can relate the outturn information to the audited
amounts in the CIES. Exhibit 25 provides an example of a helpful reconciliation from the CIES to the
General Fund balance and budget outturn:

Exhibit 25

Exhibit 3: Reconciliation of Comprehensive Income and Expenditure Statement to Revenue
Budget Qutturn
£000) £000
Deficit on Provision of Services (24,086)
Remove statutory adjustments that don't feature in budget outturn:
Depreciation 22,128
Impairments of Asset charged to services 11,887
Capital Funding (19,349)
CFCR (575)
Pension Adjustment 20,587
Statutory Repayment of Debt (9,211)
Repayment of Finance Leases (3,783)
Transfers toffrom Other Statutory Reserves (207)
Other Adjustments 1,747
23,224
Movement In General Fund Balance (862)
Adjust for earmarkings:
Released sums earmarked to service budgets 2018-19 6,705
Supplementary estimates agreed during 2018-19 32
Budgeted Surplus in 2018-12 transferred to General Fund (for capital) (2,408)
Contributions to earmarked reserves 2018-19 (4,585)
(258)
Revenue Budget Outturn (1,118)

Reasons for adjustment

73. There may be legitimate reasons for using budget outturn information for explaining financial

performance. It is helpful to users if an explanation for the use of budget outturns is provided.
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Summary of issues identified and points to consider

Issues identified in our review of whether the Management

Commentary was consistent with the financial statements:

Budget outturn information in the Management Commentary
often did not agree to the Expenditure and Funding Analysis.
In most cases a reconciliation or explanation for the
differences was not provided

Explanations were not generally provided for why budget
outturn information rather than audited net expenditure was
used to explain financial performance

Points to consider when ensuring the Management Commentary is
consistent with the financial statements

Consider using figures based on the audited CIES
when explaining performance

Make sure that budget outturn information in the
Management Commentary agrees with, or as a
minimum is reconciled to, the first column in the
audited Expenditure and Funding Analysis

Set out the reasons why it is considered better to
use budget outturn information to explain financial
performance
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Section 5

Cut the clutter

Important messages, policies and transactions should be highlighted and supported with
relevant context and not obscured by immaterial detail that causes clutter. Cross-
referencing and signposting should be used effectively, and repetition avoided.

Important messages

74. The Management Commentary should be comprehensive, but it should also be
concise. There does not have to be a tension between these two requirements.

75. Comprehensiveness reflects the breadth of information that should be included
rather than the depth of information. The Management Commentary does not need The Management

to cover all possible matters in detail to be considered comprehensive. It should Commentary
include the information required by the statutory guidance that is necessary for an hould b
understanding of the council. shou he .
76. Conciseness is achieved through the efficient communication of the required compre _enSIVe
but concise

information. There is a risk of confusing conciseness with excessive brevity in the
level and type of information provided.

77. A comparison of the length of each council’s 2018/19 Management Commentary
shows a significant variation. The number of pages is summarised in Exhibit 26.

Exhibit 26
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30 length of the
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78. The variation in length was not always explained by the relative size of the council; the smaller councils
often had the longest Management Commentary, and the larger councils the shortest.

79. For additional context, Exhibit 27 shows the length of each Management Commentary as a percentage
of the overall length of the annual accounts:
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Exhibit 27
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80.

Professional Support suggests that councils should generally aim for their Management Commentary to
be between ten to fifteen pages in length. If more than fifteen pages, councils should consider whether
there is clutter leading to the main messages being lost. If less than ten pages, councils should consider
whether it is overly brief and so does not include all the necessary information.

Relevance of disclosures

81.

82.

Im
83.

84.

85.

Councils should take care to ensure that all the information included in the ]
Management Commentary is relevant to its circumstances. Relevance is

Boiler-plate wording refers to generic disclosure which could apply to any body fundamental to
that gives no additional useful information to users of the accounts; it should be useful information
avoided. While taking standard wording from another source can be of
assistance, a council should take care to tailor the wording to its specific
circumstances.

material detail

Only information that is material to users should be included in the Management o
Commentary. Materiality is an aspect of relevance that is specific to each council Materlallty ISa
based on the nature or magnitude of the effect of the information, judged in the council-specific
particular circumstances. Due to the nature of the information contained in the aspect of
Management Commentary, and the purpose it serves, qualitative factors will often

have a greater influence on the determination of materiality than when making relevance

materiality judgments in respect of items in the financial statements.

Both financial and non-financial information could be material. Determining materiality requires the council
to apply judgement based on their assessment of the relative importance of the matter to the council’s
development, performance, position or future plans.

Immaterial information should be excluded as it can cause clutter which obscures the key messages and
impairs understandability.

Repetition

86.

The duplication of information should generally be avoided as it usually leads to unnecessary volumes of
disclosure detracting from the understandability and usefulness of the annual accounts as a whole. In
some cases, it may be necessary to repeat certain pieces of information, however this should be limited
to circumstances when this would tell the council’s story more effectively.
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87. The appropriate use of cross-referencing (explained in section 1) should help to avoid unnecessary
duplication. Where an item is adequately addressed in one part of the annual accounts, it can be included
elsewhere by cross-reference.

Use of signposting

88. Signposting is a means by which attention can be drawn to complementary Slgnpostlng to
information that provides more detail on a matter disclosed in the Management complementary
Commentary. The Management Commentary may be considered as the top layer  information can
of information for stakeholders. As some users may require a greater level of detail,

the Management Commentary can be used to signpost to other complementary reduce th(_a
information. length while
89. Signposting is different to cross-referencing. The Management Commentary must providing

meet the requirements of the statutory guidance without users having to refer to access to detail
signposted information. Signposts should make clear that the complementary
information does not form part of the Management Commentary.

90. Signposted information may be located either within (e.g. an appendix) or separately from (e.g. a link to a
website) the annual accounts. Where separate from the annual accounts, it is helpful to include a
hyperlink.

91. Exhibit 28 provides an example of signposting by including hyperlinks to more detailed information on
performance:

Exhibit 28

Performance

The Council is committed to being a high performing Council with a culture of performance improvement inherent in everything we do.
The Council’s performance and improvement framework, Aberdeenshire Performs, supports the delivery of the Council's vision and the
pricrity outcomes identified in The Council Plan 2017-2022 a summary of which is reported below for 2018/19.

The Council publishes an Annual Performance Report in September each year which is available to the public on the Council's website
:ifwww .aberdeenshire gov.uk/strateqy-and-performance/about-performance). The 2018/19 Annual Report will be considered by
Aberdeenshire Council on 26 September 2012 at which time, full and detailed reporting across all eleven Council Pricrities will be available.

All Scottish Councils report a range of performance data as part of the Local Government Benchmarking Framework. The framework
covers most major areas of public service delivery in Scotland and includes information about the costs of services, the cutcomes being
achieved and how satisfied residents are with services. To see how Aberdeenshire Council compares to other Councils wisit
hittp./www.improvementzervice.org.uk/benchmarking/explore-the-data.himl

92. An important exception to the normal rules on signposting is set out in Finance Circular 7/2016 which
contains a requirement to include direct users to the Annual Strategy and Annual Report and which
provides additional information on capital investment, treasury management, prudential indicators and the
loans fund.

93. As no description or analysis is explicitly required, the inclusion of a reference to the strategy and report is
sufficient to meet the requirement. However, the inclusion of narrative can explain and highlight some key
points. Exhibit 29 provides an illustration of helpful narrative:

Exhibit 29

Long-Term Investments

Financial investments are covered by the

Council’s Investment Strategy 2018, which sets

out the overarching investment approach to H H
complement the Council’'s Medium-Term Thls Councll
Financial Plan, to achieve investment returns

that are sufficient to enable an annual sum to be i
withdrawn to support the Revenue Budget and helpfu”y prOVIded a
which protect the annual sum withdrawn from 1

the impact of inflation, and to mitigate hyperllnk to the
investment risk by the diversification of asset

classes, global coverage and a number of fund report

managers.

The Investment Strategy is supported by an
Annual Investment and Treasury Strategy
report, which includes more detail on capital and
treasury activities, including key treasury
indicators. It can be found at
http://www.shetland.gov.uk/about finances/
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Summary of issues identified and points to consider

Issues identified in our review of whether the Management

Commentary contained clutter:

Some councils included lengthy descriptions of a wide range of
matters rather than succinctly focussing on key aspects

Some councils went into excessive detail on certain items

Many councils appeared to be using boiler-plate wording

A few councils did not include a reference to the Annual
Strategy and Annual Report on treasury management

Some councils directed users to other documents but did not
provide a hyperlink or the link did not work

Points to consider when reducing clutter:

Aim for the Management Commentary to be between
\ ' y, ten to fifteen pages in length

Include the necessary breadth of information in a
concise way

Ensure information is relevant to the council

Use judgement to assess the relative importance of
relevant information

Consider the appropriate use of signposting to allow
the user to access complementary information

Avoid excessive detail about a large number of
matters

Consider the presentation of the Management
Commentary as a whole



http://www.google.co.uk/url?sa=i&rct=j&q=&esrc=s&source=images&cd=&cad=rja&uact=8&ved=2ahUKEwidu_2S0u3fAhUBWhoKHdD2BlIQjRx6BAgBEAU&url=http://manninglive.com/2018/09/11/avoid-downed-power-lines-after-storm/&psig=AOvVaw0SrRsut5b4IkuXIoMZoqPV&ust=1547567965443227

Section 6 Clarity | 29

Section 6

Clarity

The language used should be precise and explain complex accounting and reporting
issues clearly; jargon should be avoided.

Plain language

94. The language used to support and explain the information in the Management Commentary is
fundamental to users' understanding. The Management Commentary should be written in plain
language.

95. Where the subject matter is of a technical nature, it is particularly important that the language used is as
clear as possible. Exhibit 30 provides an example of explaining the recognition of a provision for equal
pay in the CIES and the statutory mitigation of the impact on the General Fund:

Exhibit 30
As part of the 2017/18 annual accounts the council created a provision of £35.055 million in respect of its
historical pay protection liabilities. During the course of 2018/19 negotiations with claimants concluded with a
methodology for the settliement of all aspects of equal pay claims being agreed. In light of this agreement the T h e M an ag e m e nt
provision has been increased by £469.734 million. This is reflected as a material item within the
Comprehensive Income and Expenditure Statement and brings the total provision in respect of all equal pay Com m entary
liabilities to £504.789 million. ShOU Id be ertte n |n
In line with statutory guidance the financial impact of the increase in provision has been mitigated through the pl ain I ang u age

annual accounts until actual payments have been made. It is anticipated that settlement payments will start
to be paid from on or around June 2019 subject to securing appropriate funding.

Use of jargon

96. The excessive use of technical language (i.e. jargon) should be avoided where possible. Where the use
of technical terms is necessary, they should be clearly defined and used consistently.

Summary of issues identified and points to consider

Issues identified in our review of whether the Management

Commentary was clear

Some councils used language that did not engage the reader

Jargon was prevalent in many Management Commentaries, but
some councils did not explain it

Points to consider when providing a clear Management

Commentary include

Use plain language

- ’ - Avoid using jargon or explain it where it cannot be
~

S avoided. Consider providing a glossary of key terms
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Section 7

Summarise

Items should be reported at an appropriate level of aggregation and infographics should be
supported by, and consistent with, accompanying narrative

Items should be
reported at an
appropriate level

Aggregation to appropriate level

97. Financial information in the Management Commentary should be aggregated
to an appropriate level as this helps users to see key information without
getting lost in excessive detail.

98. Professional Support suggests that the analysis of development, performance or position provided in
the Management Commentary should be aggregated at a level consistent with the segmental analysis
in the Expenditure and Funding Analysis. As a general rule, the number of segments should not exceed
ten.

Infographics

99. The method of presentation can significantly affect the understandability of information in the
Management Commentary. The most appropriate method of presentation will depend on the nature of
the information but, in addition to narrative, may include tabular, graphical or pictorial methods.

100. Exhibit 31 provides an example of infographics being used to provide an analysis of financial resources:

Exhibit 31
e ! Saiances. Infographics can
£238.132m ES57.234m £9.149m Convey Complex
information
Transfer to Reserves more Clearly
s o than narrative
TOTAL RESOURCES £306.044m e alone

To Renewal and
Repairs Fund £4.000m

To Capital Fund £1.250m

TOTAL £8.182m

Economy Safer Wellbeing Governance Central + Financing
& Skills Communities Projects Costs

£109.542m £66.738m £85.148m £2.765m £17.301m £16.368m

101. Exhibit 32 provides a further example of infographics being used to present key facts about a council in
a colourful and engaging manner:
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Exhibit 32

Falkirk Facts - Our Council

Elected Members LT L XX XL

ThheedRRed

sosee Y IIIIILY,
"t e

© Conservative @ Independent

Our council has 30
elected members over 9
wards

The administration
consists of SNP and 1
independent councillor

Finance Chitdrens Services |E1922m

£337.8m .- EE——

Government Grant £273.4m Copoisie RtHoden _
Council Tax £63.7m Falkirk Comrmusnity Trust -tﬂ.!m
Reserves £0.7m
Other -:wm.
Employees 3% of our employees 4,160
7,039 FTE s an Age have a disability F;l%ne
. 2534 ERAN I ©
/*\ 5,161 ases N 1.1% of our employees \_/
s B :

o are from an ethnic

1,878 ssos SNSRI minority 2,879

sse [l 2% Part Time

102. As a rule, infographics should not be of such a length as to span a number of pages. Where necessary,
larger tables can be split into a number of smaller separate tables.

Accompanying narrative

103. In most cases tables and other infographics should be supported by accompanying narrative. It is
important that the narrative is consistent with the message conveyed by the infographic.

104. Exhibit 33 provides an example where narrative was used to expand on a diagram:

Exhibit 33

Strategy.

were paid in relation to this borrowing.

This is a decrease of £6.0m on the previous year’s external debt position of £143.2m. This
movement is made up of £5.071m repayments towards external borrowing and repayments
of £0.968m towards PFl and other Finance leases. The Council continues to work towards
reducing the overall external debt in line with its policy set out in the Treasury Management

In the year, £8.8m (2017/18 £9.0m) external interest and principal repayments of £7.4m

Level of Borrowing

2012 2013 2014 2015 2016 2017
Year Ended
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Summary of issues identified and points to consider

Issues identified in our review of whether the Management

Commentary properly summarised information

Some councils did not use any infographics beyond basic tables

Some tables spanned a number of pages and were difficult to
follow

Segmentation was sometimes not consistent with the Expenditure
and Funding Analysis

Points to consider when summarising information in the
Management Commentary

Aggregate information at an appropriate level
! consistent with the segmental analysis in the
Expenditure and Funding Analysis

Consider which information could be better presented
using tables or more innovative infographics

Use accompanying narrative to support the
infographics, where appropriate
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Section 8

Explain change

Significant changes from the prior period, whether matters of policy or presentation, should
be properly explained.

Explaining significant changes

105. Users of the accounts are often interested in changes from the prior year. Management Commentaries
should provide explanations for matters such as:

e new principal risks or significant changes in likelihood, probable timing, or
possible effect

e any changes in the method for calculating KPIs
e changes in council's management structure
e significant differences in the level of performance.

106. Exhibit 34 provides an example of explaining a council restructure:

Exhibit 34

During 2015819 a restructure of the Council took place to better integrate services and draw
out greater efficiencies. The Council caonsolidated into 3 new service delivery portfalios, each
with their own Strategic Director.  The portfolios being People, Place and Parthership &
Ferfommance. Committee structures hawve also been aligned with this managerial structure
since August 2018, The design is predicated on more integrated, generic and flexible role
design, as well as flexibility of working and deployment of stalf. This approach will maximise
the efficiency and effectiveness of service delivery for communities and the employment
opporunities for staff.

The restructure also introduced a Strateqic Leadership Group (S5L5) to provide stratedic
management of the Council, comprising the Chielf Executive and three Strategic Directors.
Carporate and Service Management is provided by the Extended Senior Leadership Group
(ExtS L), comprising the SLG and the Statutory post holders, including the Chief Officer af
the Integration Joint Board (1JB).

Changes in financial statements

107. The Management Commentary should also explain significant changes in key amounts in the financial
statements.

108. Exhibit 35 provides two examples of helpful explanations that provided users with additional insight:

Exhibit 35

Balance Sheet

The Balance Sheet summarises the Council's assets and liabilities as at 31 March 2019 and explanatory

notes are provided. The net worth of the Council has decreased by £54.478m from £297.145m as at ThIS example
31 March 2018 to £242.667m as at 31 March 2019. The major changes are set out in Exhibit 4.
Exhibit 4: Main e Sheet Chang I
31/03/2019 31/03/2018 Change | Main Reason eXpIaInS Changes
£000 £000 £000 H
Long Term 624,055 614,628 9,427 | Asset revaluations. In the Balance
Assets
Current 92,072 89,714 2,358 | Small increase in short term investments Sheet from the
Assets and cash held offset by a reduction in .
short term debtors at the end of the year. preVIOUS year
Current (62,455) (47,065) (15,390) | Increase in short term borrowing taken to
Liabilities ensure there was sufficient cash over the
year end period.
Long Term (411,005) (360,132) (50,873) | Increase in the pension liability offset by a
Liabilities reduction in long term borrowing.
Total 242,667 297,145 (54,478)
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The pension liability can fluctuate significantly year on year. Exhibit 5 shows the pension liability over

the last three years. .
Exhibit 5: Pension Liability at the end of the financial year ThIS example
2018-19 201718 201617 explalns Ionger-
£000 £000 £000 term Changes In
Pension Liability (113,768) (56,442) (149,777) .
one item

Most of the changes each year can be attributed to the change in financial and demographic

assumptions. The change in discount rate assumption has the most significant financial impact on the
pension liability. An increase in the net discount rate will decrease the assessed value of liabilities as a
lower value is placed on benefits paid in the future, the opposite is also true, a decrease in the discount
rate will increase the liability. The discount rate decreased by 0.3% from 2.7% as at 31 March 2018 to
2.4% as at 31 March 2019.

Further detail on the pension estimates are included within Note 30.

Improvement in Management Commentary

109. Councils should be striving to continuously improve the quality of their
Management Commentary. The prior year Management Commentary should A council should
be seen as a base level on which to improve rather than a standard to .
replicate. Professional Support recommends that councils aim to be able to aim for a marked

demonstrate a marked improvement in their Management Commentary improvement in
compared with the previous year. its Management
110. The structure and presentation of the Management Commentary should be Commentary

reviewed annually to ensure it continues to meet its objectives in an efficient

and effective manner. While consistency facilitates comparison from year to
year, that should not override innovation where this will improve the relevance
and understandability of the information presented.

111. Each year’s Management Commentary should be written specifically for the year under consideration.
The relevance of a matter may vary relative to other matters over time. As a minimum, there should be
obvious differences to reflect new risks and challenges, and changes in priorities.

Summary of issues identified and points to consider

Issues identified in our review of whether the Management

Commentary explains change:

Most councils did not explain changes from the prior year

The review did not identify any councils which highlighted
significant improvements or changes in the presentation of the
Management Commentary

Points to consider when explaining change in the Management
Commentary:

Provide an explanation of significant changes in the
development, performance, position or future plans of
the council

Explain key changes in the financial statements

Aim to improve the content and presentation of the
Management Commentary annually
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Good practice note:
Management Commentaries

If you require this publication in an alternative
format and/or language, please contact us to
discuss your needs: 0131 625 1500

or info@audit-scotland.gov.uk

For the latest news, reports
and updates, follow us on:

@Iw] §|Plin]e!

V/AUDITSCOTLAND



mailto:info%40audit-scotland.gov.uk?subject=
http://www.audit-scotland.gov.uk/
http://www.audit-scotland.gov.uk/
https://auditscotland.wordpress.com/
https://twitter.com/AuditScotland
https://www.facebook.com/Audit-Scotland-1649085352037675/timeline/
https://uk.pinterest.com/AuditScotland/
https://www.linkedin.com/company/audit-scotland
https://public.govdelivery.com/accounts/UKAS/subscriber/new?pop=t
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